In this paper we examine the valuation effects and long-term performance of U.S. multinational firms involved in forced transfers of their foreign operating assets during the 1965-1988 period. The evidence suggests that the operational hedging ability of the firm to address country risk (nationalization threats) is related to the level of its intangible assets. While it is well known that firms with high levels of intangible assets prefer foreign direct investment, our results show that intangible assets have hidden properties of protection against country risk as well. We document significantly negative abnormal returns only for divesting firms with low levels of intangible assets, but not for firms with high levels of intangible assets. In addition, we show that low (high) growth firms are involved in partial (complete) withdrawals, and show that the long-term economic performance of firms choosing the complete withdrawal strategy is better than those that opt to remain. We argue that management's attempt to maintain economic links in a hostile foreign environment can be attributed in part to the firm's low growth opportunities, performance, and lack of contingent plans to address country risk.
I. INTRODUCTION
The period between 1960 and 1980 witnessed a spate of forced nationalizations of U.S. based multinationals. It is generally believed that this type of action by a host country represents the extreme form of country risk and can conceivably be considered as "bad news" for firms with operations in hostile host countries. Consequently, one should expect share prices of such firms to drop when such announcements are first made. Share price declines would be consistent with market's expectation of firm's performance deterioration following the forced foreign divestiture announcement. However, in this paper, we provide evidence that is not entirely consistent with this conjecture. Even though firms are unlikely to be subject to such a severe form of country risk today, firms continue to operate under host-country pressures and risks. For instance, the Asian financial crisis illustrated the potential instability of these countries. Therefore, studying the short-and longterm effects of forced selloffs associated with the nationalizations of the 1960-1980 period provide us w ith a unique opportunity to assess the role of corporate intangible assets as an "operational hedge" against varying levels of country risk, ranging from outright nationalizations to milder forms such as the recent Asian crisis.
While the internalization theory states that high levels of corporate intangible assets motivate foreign direct investment, we argue that they have operational hedging properties against country risk as well. Surprisingly, this attribute of intangible assets remains largely unexplored. Consistent with our view that intangible assets can act as an operational hedge against country risk, Langohr and Viallet (1986) show that shareholders of nationalized firms during the 1981-1982 nationalizations gained substantially from the compulsory transfer of shares to the French government. Interestingly, however, these gains were found to be firm specific. Langohr and Viallet (1986) estimate that nationalized firms received an average premium of about 20 percent, although the individual premiums for the 12 firms analyzed in this study ranged from -3 percent to 44 percent. Although the determinants of the government-legislated takeover premiums were not the focus of this study, their results seem to suggest that the cross-sectional dispersion of premiums was related to unique characteristics of the nationalized firms. We argue that, among other factors, the dispersion in premiums can be related to the level of operational hedging properties (i.e., intangible assets) of nationalized firms.
In this paper, we examine the above contention using the announcement period price reactions of U.S. corporations subject to forced changes in their foreign ownership and control structure by host countries.
1 Using data for the 1965-1988 period, we show the existence of crosssectional dispersion in the valuation effects associated with the announcement of forced selloffs.
This dispersion is inversely related to differences in the relative levels of intangible assets of the firm. Although the overall market reaction to such announcements is significantly negative, the negative reaction is observed only for firms with low levels of intangible assets. In addition, we also find a significant negative reaction for firms that opt to remain after being subject to external pressures, but not for those firms opting to completely withdraw from the hostile foreign country.
Further examination reveals that firms that completely withdraw from the host country have significantly higher levels of intangible assets than firms opting to partially withdraw from the hostile environment. Hence, we argue that firms with high levels of intangibles are in a position to completely withdraw operations from such countries, with no concern for possible loss of revenues from such assets. We suggest that firms with high levels of intangible assets possess operational hedges that are capable of protecting shareholder value from the adversarial actions of host governments. Firms possessing high levels of intangibles can easily replace revenues lost in the hostile environment with revenues elsewhere and, therefore, protect shareholder wealth. On the other hand, firms with low levels of intangibles cannot easily replace lost revenues in hostile foreign environments. Such corporate weak trait should b e reflected on firm's value. These firms, by selecting to remain in business-hostile environments, reveal their relative dependence on these foreign markets and lack of alternative business plans to cope with high country risk exposure.
Furthermore, we show that the long-term financial performance of firms with high intangible assets marginally, but statistically insignificantly, improved relative to those with low intangible assets.
This paper is organized as follows. The next section describes the decision and the valuation effects of firms with high and low intangible assets. Section III reports the data and describes the methodology.
In Section IV, we analyze the abnormal returns for firms with high and low levels of intangibles, and show that firms with high levels of intangibles have a higher probability of opting to completely withdraw from the hostile country, whereas firms with low levels of intangibles opt to remain. We also examine the market's reaction to country-specific news released prior to firmspecific withdrawal announcements, to check whether the market selectively anticipated the negative valuation effects for some firms (for example, those that completely withdraw at the firm specific announcement date), but not for others. This section concludes with the main results of the earnings performance analysis. Section V contains a summary of the results and our concluding remarks.
II. VALUATION EFFECTS OF FOREIGN ASSET TRANSFERS

A. Intangible Assets and Relative Foreign Involvement
When faced w ith a strategic threat from a hostile local government, firms with high levels of intangible assets may be easily able to seek replacements for lost revenues elsewhere.
Consequently, firms with high levels of intangible assets possess operational hedges that are capable of protecting shareholder value from the adversarial actions of host governments. For instance, if firms possess relatively high levels of intangible assets, their operating losses in one country or region can easily be replaced by operating revenues elsewhere, with minimal depression in shareholder value. If a firm with extensive investments in intangibles is forced to withdraw from a hostile market, it may be better able to recoup its losses elsewhere. Other willing buyers provide a ready r eplacement market for the revenues lost in the hostile environment. For example, Gulf
Resources …"in view of the Mexican government's refusal to issue rulings that would enable the sale of (Gulf's assets) to take place,… the company couldn't permit the operations in Mexico to continue to affect profit and interfere with Gulf Resources' growth in the U.S…" (WSJ, 1 December, 1969) . Here, the clear signal sent to shareholders is that a) the firm is not dependent on
Mexican operations for sales and profits, and that b) it has growth opportunities elsewhere.
Similarly, Bundy Corp's decision to pull out of South Africa based on the fact that they had other "growth oriented business opportunities elsewhere" (WSJ, 12 August 1988) implies that they could easily replace revenues lost in South Africa. On the other hand, firms with low levels of intangibles cannot easily replace lost revenues, and shareholders value such firms accordingly. Firms with low levels of intangible assets are strongly dependent on assets in place, and tend to lack contingent plans, global opportunities, or are faced with less favorable future cash flow opportunities to protect shareholder value. Such actions may also reveal the firm's poor quality management. For example, the subsidiary of General Electric "reluctantly" yielded to government Mexicanization pressures by selling 10% of its total assets in a public offering. (WSJ, 7 May, 1963, p. 8) . The 'reluctance'
indicates that the firm is dependent on assets in place in Mexico. Clearly, the signal sent to shareholders is that it is somewhat dependent on Mexican operations for revenues and profit.
Similarly, Gulf Oil, in reaction to a takeover of Gulf's properties in Bolivia, indicated that they have been "… negotiating in good faith as recently as last Wednesday and we hope that negotiations may be resumed soon.." (WSJ, October 20, 1969) . This suggests an undue dependence on assets in place.
Atlantic Richfield said that …"it had begun arbitration proceedings in an effort to protect and preserve oil holdings the Algerian government has declared forfeit.." (WSJ, May 14, 1969 ).
Anaconda's chairman, in response to a desire expressed by the Chilean government for partial ownership of Anaconda's copper mines in Chile, indicated that the firm was prepared to discuss… "procedures to meet at least in part, the government's desire for greater participation.." (WSJ, May 22, 1969) . These examples illustrate the relative weaknesses of firms' operating in a hostile environment. However, it is also possible that firms of either type may decide optimally, and choose to exit (or stay) if the benefits outweigh the costs. 2 We argue that shareholders correctly identify high and low growth firms and value their shares accordingly. If this contention is correct, firms with high intangibles should experience a lesser reduction in firm value than firms with low intangibles. For such firms, management may feel compelled to retain a revenue base within the hostile environment. This would signal the firm's dependence on the foreign country and its limited growth opportunities outside elsewhere (low levels of intangible assets). Clearly, shareholders interpret this signal properly, and recognize the reduced ability of these firms to appropriate rents from their intangible assets in the foreign country.
III. SAMPLE AND METHODOLOGY
A. Sample Selection
The sample used in this study comprises 143 forced firm-specific foreign withdrawal announcements of U. 
B. Estimation of Abnormal Returns
The event date of each forced foreign withdrawal is the date of the announcement in the WSJ. We examine returns over the two-day interval (-1,0) using standard event study methodology described in detail in Brown and Warner (1985) . Market model parameters are estimated using continuously compounded returns over the (-125,-6 ) interval using the CRSP value weighted index as a proxy for the market return. Cumulative average abnormal returns are estimated over several intervals around the announcement day by averaging the abnormal returns for all firms in the final sample. Finally, the significance of estimated abnormal returns is obtained following Dodd and Warner (1983) . (Meyer, Milgrom and Roberts (1992) ) that predicts a negative valuation effect on shareholders' wealth.
IV. EMPIRICAL RESULTS
A. Abnormal Returns and Intangible Assets
Though this evidence demonstrates the relevance of the rent-seeking hypothesis, we have not yet controlled for the influence of other factors such as the firm's level of intangible assets.
The basic conjecture tested in this paper is that firms with low levels of intangibles experience a greater loss in firm value than firms with high levels of intangibles, and that shareholders can properly interpret the nature of a firm's intangibles when it faces a politically hostile environment. To investigate the validity of this conjecture, we distinguish between sample firms on the basis of the levels of intangible assets (i.e., entrepreneurship, managerial ability, R&D and marketing capacity) by using the R&D plus advertising expenses to total assets ratio in the year prior to the foreign withdrawal announcement. A firm is classified into the high intangibles category if its (R&D + AE (advertising) Expense)/Total Assets ratio in the year prior to the withdrawal is equal or greater than the industry median. 5 If the firm's intangible assets ratio is less than the industry median, it is classified into the category of firms with low intangible assets. This classification procedure produced 49 firms with high intangibles and 57 firms with low intangible assets. Table II demonstrates that firms with low intangible assets experience the largest negative abnormal returns while firms with high intangible assets incur zero abnormal returns when they are forced to divest their foreign assets.
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These results suggest that firms with low levels of intangible assets tend to experience significantly negative abnormal returns when they are faced with a hostile political threat, whereas firms with high intangibles experience no such reaction. These findings demonstrate that shareholders are able to correctly read the relative strength of affected firms. In the next section, it is shown that there are other interesting differences between the two groups of firms. Firms with high intangibles tend to be those that generally choose to completely withdraw. In contrast, firms with low intangibles generally opt to remain. It is argued here that these decisions made by firm management may be viewed as signals to shareholders that convey the nature of its intangibles.
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[Insert government owned firms, and complete severance of any kind of economic links with the foreign host country after the forced transfer of assets. It is suggested that some firms may select this option when faced with hostile threats, and send a clear signal to shareholders that it can easily restore lost market share through operations elsewhere. 9 Partial withdrawals are defined as forced sales of a division or other operating assets of the parent firm in the foreign country where the seller continues to maintain a reduced operating presence, either by residual ownership of assets, or by retention of technical/commercial links i n the foreign country, in comparison to the pre-crisis period. We postulate that firms that choose to remain signal their weakness by indicating its strong dependence on assets in place, and/or its lack of contingent plans or decreased global opportunities. Such action may also reveal the poor quality of firm management. To examine whether the market's reaction to forced foreign withdrawals differs across the partial and complete withdrawal sub-samples, the event study analysis was repeated for both groups separately. From column 2 of Table IV 
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In contrast, there is no evidence of significant abnormal returns, on average, to complete withdrawal announcements. The results reported in Panels A (AARs) and B (CAARs) of Table IV show that complete withdrawal announcements do exert a negative but insignificant influence on the firm's market value. 12 Moreover, as indicated in the last columns of Panels A and B, there are statistically significant differences in announcement-period abnormal returns between the two sub- 10 An alternate procedure to differentiate between complete and partial selloffs would be to examine whether the parent firm continues to have subsidiaries in the host country after the realized forced divestiture announcement. Unfortunately, such information was generally unavailable for the time period used in this study. Finally, firms involved in both partial and complete foreign divestitures in a given year have been excluded from our sample.
11 Divestitures in the sample are not clustered in the complete or partial withdrawal sub-samples. For instance, 52.23% and 40% of the expropriation cases are associated with complete and partial divestitures, respectively. The threat cases associated with complete and partial divestitures are 28.57% and 17.5%, respectively.
samples. In addition, the negative abnormal returns for the overall sample are driven by the partial withdrawal group of firms.
These findings suggest that firms that completely withdraw from a hostile environment tend to exhibit no significant abnormal returns around the announcement period, whereas firms opting for the partial withdrawal alternative suffer significant negative abnormal returns. These findings seem to be similar to those reported for firms with high and low intangibles. The question, then, is whether firms that completely (partially) withdraw are associated with high (low) levels of intangibles.
[Insert Table IV About Here] To address this issue, it may be useful to examine a broad range of financial characteristics for the two groups of firms, namely, those that completely withdraw, and those that opt to remain. A wide range of financial characteristics during the fiscal year preceding the divestiture announcement are reported in Table V and include information about firms' intangible assets, relative foreign involvement (investment) in the host country, extent of multinationality, and the financial strength of firms engaged in complete and partial foreign divestments. The two groups appear to have similar characteristics with respect to various measures of financial structure, multinationality and performance with the exception of intangible assets (R&D plus advertising expenses) and relative involvement (investment) in the host country.
A preliminary indication of the validity of the proposition that firms with high intangibles are more likely to conduct complete withdrawals, can be found when Table V is examined. The last column confirms that firms involved in complete foreign withdrawals tend to have higher levels of intangible assets on average and lower relative involvement than firms involved in partial foreign withdrawals, and these differences (both the means and medians) are statistically significant at conventional levels. 13 This provides preliminary evidence of a strong link between high (low) intangible assets and complete ( partial) withdrawals. Interestingly, the results also indicate that advertising intensive (consumption oriented) firms are more likely to engage in complete rather than partial withdrawals. Hence, it can be argued that firms with high marketing intangibles are likely to withdraw voluntarily in an attempt to protect firm value from interest groups' attacks (i.e., consumer boycotts). The possibility that firms may elect to withdraw from a country due to boycotting threats is more applicable in the case of South Africa than in other countries in our sample. 14 In the next section, we examine whether these valuation effects found for the complete and partial withdrawal samples, are indeed due to differences in growth opportunities (i.e., level of intangible assets) between the two groups. 15 , after controlling for other potential factors that may account for these observed differences. These control factors are determined by past theory, and are also presented in the next section.
[Insert Table V About Here]
C. Determinants of the Foreign Divestiture Wealth Effects
Our analysis demonstrates a negative wealth effect associated with forced foreign withdrawal announcements by U.S. corporations when they possess low levels of intangibles and/or when they elect to remain i n the hostile foreign country despite threats. In contrast, shareholders of U.S. MNCs that posses high levels of intangibles and/or completely withdraw from a foreign 13 Moreover, further investigation of differences between the two types of foreign divestments with respect to financial strength, measured by Moody's bond rating, shows no discernible difference for firms announcing complete withdrawals compared to those announcing partial withdrawals. Fifty percent of partial foreign withdrawals and fiftyfive percent of complete withdrawals were made by firms rated Aa or higher. 14 We would like to thank an anonymous referee, for this point.
country (because the host government imposes too many restrictions on them or creates an environment that is not conducive to private business) do not experience any losses. To confirm that firms adopting the complete withdrawal option tend to be firms with high intangibles, we regress abnormal returns on these measures and several other control variables. 16 First, we introduce the partial versus complete divestiture variable, PCD, to test whether the foreign divestiture wealth effect is dependent on the level of operating exposure in the foreign host country. This is a zero-one dummy variable t hat takes the value of 1 when a firm completely divests its assets in a foreign country and 0 when it undertakes partial divestment (i.e., maintains a fraction of its previous operating exposure in a foreign country). To capture the firm's degree of foreign involvement, DFI,
we include the ratio of its foreign sales to total sales in the year preceding the withdrawal announcement. A forced foreign divestiture may be more harmful if the divesting firm has a smaller multinational network, since this decision may reduce its ability to benefit from the arbitrage of cross-border imperfections among countries and internalize the value of its information-based intangibles through its international network. 17 Next, we proxy the divesting firm's intangible assets using its R&D plus advertising expenses to total assets ratio in the year preceding the announcement (INA) . 18 This variable is designed to explore the links between the information-based intangible assets of the divesting firm and abnormal returns. A forced foreign divestiture is expected to have no valuation effects if a divesting firm has a strong technical and managerial know-how (i.e., intangible assets) background. The firm's intangible assets may also be viewed as a measure of its managerial performance (Lang, Poulsen and Stulz (1995) ). If investors recognize that the firm is well managed based on the depth of its intangible assets, they would not interpret the divestiture announcement as signaling negative news about the firm's performance. In contrast, for divesting firms with low intangible assets, the fact that they choose to undertake a partial, as opposed to a complete withdrawal, conveys to the market negative information about the performance of the firm prior to foreign withdrawal announcements. 19 We also introduce the relative foreign involvement variable (RFI) to account for differences in the degree of involvement in the hostile foreign country (see Table V ) between the two subgroups.
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The rest of the independent variables are designed to control for effects that may potentially account for the observed findings. First, we proxy the size attribute using the total assets of the firm in the year prior to the announcement (TA), since control for size also controls for possible differences in terms of growth opportunities between small and larger firms. Forced foreign divestments by small firms with high growth opportunities may signal a downward revision in growth expectations, leading to a large negative share price reaction. Next, we include an indicator variable, PNP, to investigate whether the valuation effects are related to characteristics of the buyer (i.e., PNP =1 for a government buyer, 0 otherwise) can account for the valuation effects. Finally, 19 Lang, Poulsen, and Stulz (1995) document evidence of poor performance prior to domestic sell-off announcement. 20 The RFI measures the firm's involvement in the host country relative to the size of the parent firm. RFI is available for 57 of 114 cases (50%), and is defined depending on data availability, as follows: Total assets in host country/ Global assets of firm (23 cases); Total sales in host country/Global sales of firm (19 cases); Total production in forced divestiture/Global production of firm (5 cases); and Price paid upon forced divestiture/Total assets of firm (10 cases). Host country, global production and price paid information were obtained from WSJ announcements while the rest of the information was extracted from annual COMPUSTAT tapes. The terms 'relative involvement' and 'relative investment stakes' are used interchangeably. Since different measures were used to proxy this variable, we were unable to place a great deal of credence on the results associated with this variable. For this same reason, we do not present the results associated with differences in abnormal returns between high and low RFI firms. Following a referee's suggestion, we examined the coefficient of correlation between the RFI and INA variables. The coefficient was 0.5076, p = .0007. Despite this high correlation, both variables are significant (equation 7, These results indicate that the country dummies were not significant. In addition (results not reported), the significance of the PCD variables in the above regressions disappeared when placed alongside the INA variables. For the remaining countries, such analysis was not performed, since they were 3 or fewer cases per country, and the results would not be meaningful. 23 We also placed a natural resource dummy and reran the regressions. The results are as follows: SCAR (-1,0) = -0.2094 NRES + 0.4462 PCD, Adjusted R square = 0.0472.
( 26 We also introduced another variable, REL to control for the degree of relatedness of the foreign subsidiary product category with the parent's principal product line. Based on industry descriptions provided by the 4 digit SIC codes, the sample observations were classified into related (REL = 1) and unrelated divestment categories (REL =0). Description of business of the foreign divested units was obtained from the WSJ announcements, if available. Of the 114 announcements, 23 were classified as unrelated and 55 as related. The regression results show (not reported) that the coefficient of the REL variable is 0.0609 (with a t-value equal to 0.27) and statistically insignificant at any conventional level. Introducing the REL indicator variable in other key regressions did not materially alter the results reported in Table IX. operating network do not appear to be sensitive to forced foreign divestments probably because they are able to appropriate returns associated with their intangible assets elsewhere and/or because of their increased negotiating power generated from possession of high levels of intangible assets.
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[Insert Table VI About Here]
D. Analysis of Country-specific News
One potential problem with the evidence reported in the previous section is the possibility that the insignificant results reported for firms that possess high levels of intangibles (Table II and V) may be due, in part, to a possible market reaction before the official firm-specific announcement date. That is, for instance, at the time of a major political or country-specific announcement. To determine if this is the case, we first identified the announcement of major political events reported in the WSJ prior to the release of firm-specific announcements, and reran the event study regressions using country specific announcements.
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Event study results, untabulated, from the country-specific announcements suggest that stock-price reaction to country-specific announcements is remarkably similar to those observed for 27 At the suggestion of a referee, we conducted a logit regression which reinforces our main point. Clearly, these results indicate that there is a higher probability that a firm with high intangibles will opt to completely withdraw. The significance level indicates that this result is not obtained by chance. We also used other independent variables (RSIZE, DFI, TOTAL ASSETS), but because of lack of data availability on all independent variables, the results were not as strong, because of limited overall sample observations available for the logit regressions.
firm-specific announcements: the market reacts strongly negatively for firms undertaking partial withdrawals, but no significant market reaction is recorded for firms conducting complete withdrawals. These results are strongly consistent with those reported in Table II and V and suggest that rather than selectively anticipate for some firms, the market is remarkably consistent in its ability to anticipate the strength or relative involvement profile at the major country-specific announcement. Clearly, therefore, the lack of market reaction reported in Table III cannot be attributed to selective early anticipation for complete withdrawal firms on macro country-specific news. However, these results, coupled with the evidence reported in Table III suggest that while investors react to major country-specific news, their reaction is more pronounced at the time when firm-specific divestment announcements are made. It seems the latter announcements elicit greater market reaction because they reveal more accurately the vulnerability of the firm to national threats.
In addition to examining the stock-price reaction to firm-specific news, we test for the market's response to country-specific news released for the country as a whole. The primary objective of this analysis is to investigate the relationship between market's reaction to country-specific and firmspecific (divestiture) announcements along with a set of control variables describing the type of divestment, firm's intangible assets and its relative investment exposure in the host country.
Accordingly, we regress the dependent variable, SCAR i F [the ( -1,0) CAAR at firm-specific announcement], against a set of independent variables, SCAR i C (the corresponding CAAR at country-specific announcements), PCD, INA, and RFI (latter variables are defined earlier). If there is a country-specific response effect where firms with the greatest losses tend to experience the smallest subsequent abnormal returns around firm-specific divestment announcements, the correlation between SCAR i F and SCAR i C would be negative. However, if these variables are positively correlated, then any country-specific negative reaction is followed by a protracted period of relatively poor performance for the firm. 
E. Earnings Performance Changes Before and After Forced Foreign Withdrawal Announcements
In this subsection we examine the earnings performance of firms in our sample in the years before and after the forced foreign divestiture announcements. If our contention is correct, then firms with low (high) levels of intangible assets should exhibit poorer (better) earnings performance both prior to and immediately following the divestiture announcement. To test this conjecture, we study the parent firm's earnings performance two years before and after the divestiture announcement. Annual earnings per share (EPS), obtained from COMPUSTAT II files are used to measure divesting firms' earnings performance. The final sample consists of 100 firms two years prior to the divestment announcement and 77 firms two years after the announcement. These sample sizes reflect data availability on the COMPUSTAT II annual industrial files. Following Healy and Palepu (1988) , the change in EPS for each firm over the ( -2,2) year interval is expressed as a percentage of its stock price, P i . The standardized earnings change for firm i in year t is obtained as:
∆ EPS it , = (EPS it -EPS it-1 )/P i t = -2,...+2, where P i is firm i's stock price one fiscal year prior to the foreign selloff announcement. EPS it represents the annual earnings per share before extraordinary items and discontinued operations for firm i in year t, estimated from: EPS it = IBED it / (SHARE it * FACTOR it ) where IBED it represents the income before extraordinary items and discontinued operations, SHARE it measures the number of outstanding common shares, and FACTOR it is the cumulative adjustment factor for firm i in year t. 30 To control for possible industry effects, EPS changes were adjusted for the industry median EPS change. The industry-adjusted standardized EPS changes for each sample firm are estimated as the difference between the standardized ∆ EPS for each sample firm and the median standardized ∆ EPS for firms in the same three-digit SIC code industry.
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Standardized earnings changes for parent firms engaged in forced foreign withdrawals are documented in Table VIII for the entire sample and several sub-samples over the (-2,2) years-period surrounding the divestiture date. Table VIII reports raw, industry-adjusted, mean and median values for firms with high (low) levels of intangible assets. In general, for the entire sample, there appears to be a decline in earnings performance both prior to and after the announcement. However, the sub-sample results provide some interesting observations. In particular, for firms with high levels of intangible assets, although the median raw returns are uniformly higher both prior to and after the announcement (Panel B), the industry adjusted median returns are not significantly different from zero. In contrast, the earnings performance results reported for firms with low intangible assets (Panel C), suggest that there is some evidence that these firms are poor performers relative to t he industry median both prior to and after the announcement. 32 Since these findings are not statistically significant, we conclude that we are unable to unequivocally show that low intangible firms exhibit poorer earnings performance. This is left as a puzzle for future research.
[Insert Table VIII About Here]
F. Robustness: Diagnostic Checks and Alternative Interpretations
We have interpreted the evidence in this paper along the idea that intangible assets have operational hedging properties against country risk (i.e., protect shareholder value from political threats). Namely, the operational hedging attribute of intangible assets implies that corporate cash flows are less likely to be location dependent. However, two additional questions emerge: (i) are our empirical findings sensitive to clustering effects within a given industry or country? That is, are the results driven by a particular industry (for instance, the resource industry), or multiple announcements within a country?, and (ii) are the results consistent with alternative interpretations? As far as the first point is concerned, it may be argued that the results are driven by industries with high intangible assets like chemical firms, utilities, etc. By measuring intangibles as deviations from industry median, we can rule out this factor. Similarly, the results are unlikely to be affected by clustering of political threats within a country. In our sample, three countries, namely, South Africa, Chile, and Peru account for 22.80%, 14.91 % and 12.28% of the sample cases, respectively. Diagnostic checks performed with and without firms with operating exposure in these countries suggest country clustering effects do not alter the major conclusion that the different share price reactions are related to the level of intangibles, and not to country clustering effects.
Regarding the second point, it is possible that alternative explanations can account for the observed findings. For instance, our results are also consistent with the bargaining power view i n the sense that intangible intensive firms are more likely to take a stronger stance against political threats and withdraw their foreign operations without any adverse valuation effects. The evidence, particularly for firms operating in South Africa, may be due to a "protection from boycott" effect.
That is, advertising intensive (and marketing oriented) firms may be more likely to conduct "complete asset transfers" since such withdrawals may add firm value by impeding consumer boycotts.
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These alternative explanations are not inconsistent with the operational hedge view we have proposed in this paper. Prior literature has used this proxy to capture a lot of different attributes (technology, managerial performance, growth opportunities etc..).The intangible measure can also accommodate the bargaining power and protection from boycott views. 34 We have argued that firms with high intangible assets are strong, but we do not specify the sources of this strength. The literature has documented a strong positive c orrelation between intangible assets and Tobin's Q. 32 These conclusions generally hold even after controlling for other extraneous factors using "matched firm" criteria based on total assets in the year prior to the divestment. These results are not reported here but are available upon request. 33 Cases where firms conduct complete withdrawals to prevent consumer boycotts may be considered as voluntary. However, we include this sample set here because the primary motivation for such withdrawals was due to local governmental actions that limit the strategic autonomy of operating firms. Thus, such cases could be viewed as involuntary.
The Q ratio can capture a wide range of attributes related to managerial strength, including superior bargaining or negotiating power, and superior performance. Hence, our operational hedge measure is broad enough to accommodate other aspects of hedging such as bargaining power and, therefore, explain why firms conduct complete withdrawals motivated by strength elsewhere within their system. However, if these threats can cause a system-wide loss of revenue, as may be the case when firms decide to remain in South Africa, then "pulling out" may be viewed as good news regardless of the degree of the operational hedging intensity of the firm. The question, then remains as to why less advertising intensive firms should suffer a price decline from complete withdrawals.
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We contend that the complete withdrawal of such firms is not driven by operational strength factors, but by concerns of system-wide loss of revenues. It is possible that less-advertising intensive firms have limited options to regain lost revenues elsewhere than other more advertisingintensive firms. Examination of the South Africa sub-sample revealed that only 4 out of 17 firms that completely withdrew were less advertising-intensive in comparison to the industry median. The detailed analysis of such cases is left for future research. On balance, however, we find strong evidence in support of our contention that intangible assets possess valuable operational hedging properties as well.
V. CONCLUSIONS
This study investigates the short-and long-term performance of U.S. multinational firms in response to forced transfer of their foreign operating assets to private and non-private foreign (host country) buyers over the 1965-1988 period. We document a strong negative reaction to such announcements during an 11-day window surrounding the announcement date. The most interesting result is that the market reacts significantly negatively only for firms with low intangible assets 34 Doukas, et. al. (1999) , also illustrate that the nature of intangible assets plays an important role for explaining in the the shape of firm's expansion and its multinational network structure as well.
and/or those that choose to maintain an operating link in the hostile foreign country (i.e., firms that elect the partial withdrawal strategy), but not for firms with high intangibles or opting for the complete withdrawal strategy. A closer examination reveals that firms that partially withdraw tend to possess low levels of intangible assets. Cross-section regression results on two-day abnormal returns suggest that this explanation dominates other explanations captured by selected control variables. Consistent with the short-term results, post-event performance analysis reveals that firms with high levels of intangibles tend to possess superior (but statistically insignificant) earnings (raw, industry median adjusted, and matched firm adjusted) when compared to low intangibles firms.
These findings, while consistent with the rent-seeking hypothesis, show that high levels of corporate intangible assets can act as an operational hedge against nationalization, nationalization threats by hostile foreign governments, and country risk in general. While it is well known that firms with high levels of intangible assets prefer foreign direct investment, our results show that intangible assets have hidden properties of protection against country risk. Firms with low levels of intangible assets, h owever, should consider other forms of foreign involvement (i.e., joint venture) because of the limited hedging power of their intangible assets against country risk. In addition, our findings provide one set of rationalizations for the cross sectional dispersions in takeover premiums reported in the Langohr and Viallet (1986) study of French nationalizations. Future research may be directed at investigating whether firms with different levels of intangible assets were similarly protected during the recent Asian economic crisis. 35 We thank an anonymous referee for this important point. PCD is a zero-one dummy variable that takes on the value of 1 when a firm completely transfers its assets its involvement in a foreign country and 0 when it undertakes partial asset transfer (i.e., maintaining a fraction of its previous operating structure in a foreign country).
INA is the Research and Development plus Advertising Expenses to Total Assets Ratio in the year prior to the divestiture announcement.
RFI measures the seller's involvement in the host country relative to the size of the parent firm.
SAF is assigned a value of 1 if the target country is South Africa, and a value of 0 otherwise.
b Complete information on R&D and Advertising Expenses were available only for 30 cases in the sample. Equation (3) was reestimated using only these cases. The coefficient of the intangible assets variable (INA) retained its positive sign and magnitude (i.e., 9.7619 (2.998)***). Alternatively, for an additional 38 observations, R&D information, but no advertising expense information was available. For these cases, treating the missing cases as zero and reestimating regression (3) produced similar results. The intangible assets coefficient was found to be 8.850 (with a t-value of 3.992) and highly significant. For an additional 5 cases, R&D information was missing, but advertising expense information was not. Estimation of regression (3) treating the missing R&D values as zero again produced similar results. Finally, reestimation of the other regressions using only the cases of nonmissing data on R&D and advertising expenses produced similar results, and the estimation from these runs are available upon request. 
Notes:
(1) Firms are classified into the High/Low intangible Assets categories as follows: if the firm's R&D plus Advertising Expense Ratio in the year prior to the selloff is higher than (or equal to) the sample median, then we place the observation into the High category, and Low otherwise. (2) Change in earnings per share before extraordinary items and discontinued operations are standardized by firm's stock price one fiscal year prior to selloff announcement. '***' ('**','*') denotes significance at the < 0.01 (0.05, 0.10) level.
